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INTRODUCTION 


The following report is by a subcommittee staff member who was 
sent to the Far East for 6 weeks in April and May to study American 
aid programs. He spent 2 weeks in Hong Kong and Formosa 

The subcommittee neither approves nor disapproves the report. 
But it believes that it contains information which will be useful to 
the Appropriations Committee and to the Senate in evaluating the 
need for additional military and economic aid to the Republic of 
China. It is for that purpose that the report is submitted. 

Par McCarran, 
Subcommittee Chairma: 
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SCOPE AND PURPOSE OF REPORT 


In recent public discussions on the Far East, no area has bee! 
posed to more heat and less light than the island of Formosa 

How many troops do the Nationalist Chinese have? Are they good 
troops? (re they being held on the island UALS their will? Does 
the Government of the Republic of China really need money? Or 
does it have millions of dollars cached awa all over the world? 

In view of the importance of Formosa today—Red China aims to 
seize it. the United States to defend it reliable information about 
essential. But much of what America is being told today abou 
lormosa serves more to perpetuate the Occidental myth about the 
mystery of the Orient than to provide a basis for intelligent action 

More than 150 persons in Hong Kong and Formosa supplied the 
information which forms the foundation for this attempt to clarify 


it ~ 


the situation on Formosa. Their views were obtained during formal 
and informal discussions. They included Americans, British, Chinese, 
Formosans—-Government officials, agricultural specialists, farmers 
economists. Officials of the State Department and the Econom: 
Cooperation Administration in Washington were also consulted 

Out of these interviews and conversations came a wide va 


businessmen, bankers, engineers, newspapermen, military offic 


a iwtV OF 
views, ranging from the extremely pessimistic to the cautiously, 
optimistic. Sut there was also a suprising amount of agreement as 
to the conditions that do exist, the basic problems that they pose, and 


the general approaches to a solution of them 

This report leans heavily on the observations of the men on Formosa 
who are being paid by the United States taxpayer to know what is 
going on there. None of them pretends to have all the answers, and 
neither does this report. But, by virtue of training, experience, and 
access to the facts, they constitute an indispe nsable source of infor 
mation 


BACKGROUND 


The island of Formosa, about 110 miles east of the mainland of 
China, was occupied by Japan for 50 years until the end of World Wai 
Il in 1945. It then became a province of the Republic of China 
Karly administration of the island was unpopular with the Formosans 
and resulted in a shortlived rebellion in February 1947. The man who 
was governor of the island at that time has since been executed, and 
subsequent reforms there have improved the situation considerably. 

In December 1949, following defeat by the Chinese Communists on 
the mainland, the Republic of China removed its Government to 
Taipeh, capital of Formosa. More than 1,000,000 mainland Chinese 
fled to the island, a tremendous influx for an area with a native popula- 
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tion of about 7,000,000. There are about 600,600 persons, mostly 
mainlanders, on the military pavroll. Somewhat less than 400,000 
of them are in the Army. The 200,000 on the military payroll who 
are not in the Army are in the Navy and the Air Force or are civilians 
engaged in defense-support activities. 

The United States recognizes the Government of the Republic of 
China and the American people are digging down into their pockets 
to support it, in the following ways: 

|. The United States Seventh Fleet has been under orders 

since June 27, 1950, “to prevent any attack on Formosa,’’ and 
to prevent Nationalist attacks on the mainland. 

2. The United States is providing economic and military aid 

» the island, and Congress has been asked to supply additional 

| for fiseal 1952 

>. Upward of a thousand Americans are scheduled to be in 
Formosa soon to administer this aid. Most of them will be 
wmbers of the Military Aid Advisory Group (MAAG), 


These facts condition all events on Formosa today. They form the 
backbone of the plans and activities of the Government. They direct 
determine the work of United States Government and military 


officials ther Th ‘\ have a sharp impact on the daily lives of the 


i 


‘ntire population 


the question which they prompt, above all others, is, Will 
United States aid be effective? 


> 


PURPOSE OF MILITARY ASSISTANCE 


The answers to this question will depend on the extent to which 
our aid accomplishes its objective. That objective, as announced by 
our executive branch, is to strengthen the armed forces of the Chinese 
Nationalists so that they can defend Formosa. (There are other 
announced purposes for the economic aid program, but it is essentially 
a military support program. 

Whether that is our only objective was a subject of speculation on 
the island. Many believed we would not sink hundreds of millions 
of dollars into creation of a defensive force for an island already being 
protected by the United States Seventh Fleet unless we were also 
persuaded that in the process we will build a force that would be 
valuable to us if worst comes to worst in the Far East. In modern 
warfare, they pointed out, a good defensive force can be converted 
readily into a good offensive one. 

The Chinese, while accepting the announced purpose of our aid, 
have no such limited objective as mere defense of the island. Re- 
estublishment of the Government of the Republic of China on the 
mainland of China—that is their goal. They abhor the thought of 
remaining a government in exile. They talk incessantly about re- 
turning to the mainland. 

Under present circumstances, of course, in order to return to the 
mainland the Nationalists must invade it. This is a popular subject 
of discussion on Formosa, and American observers make the point in 
connection with it that Nationalist forces could not make a successful 
full-fledged invasion without additional air, naval, and _ logistical 
support 
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In any case, the Chinese realize that at this time they are in no 
position to do any more about returning to the mainland than talk 
about it. For the time being, we share a common objective with 
them. But it is only prudent for the United States to anticipat 
now the new issues that will arise when and if our military aid pro- 
gram accomplishes its purpose. 


NEED FOR MILITARY ASSISTANCE 


Last year a United States military mission surve ved the situation 
on Formosa and came up with a recommendation for large-scale as 
sistance to the Nationalist armed forces. A portion of the funds 
which the administration has requested Congress te appropriate for 
military aid to the Far East is expected to be used to purchase equip- 
ment and material for the Nationalist forces. Such aid—and further 
training—is needed if the Chinese forces are to realize 
potentialities. 

The extent of these potentialities can be seen at the Army trainin 


center at Feng-shan, in the southern part of the island, and the naval! 


their full 


ai 
training center nearby. (he demonstrations which are put on a! 
lmipressive. The men appear to be ih) excellent physical condition 


They are alert, aggressive, spirited. They were taught their train- 
ing techniques by members of the United States Army and Navy 
They know what they are doing; they do it well. ‘The productions 
ure smooth; no one misses a cue or bungles a line. 

But Feng-shan is not the Army, and the naval training center is not 
the Navy. The Chinese do not pretend that they are, nor that the 
samples they show are typical of their mventory They do Sal that 
the training centers demonstrate that they have the labor and the 
raw materials, and that, given the tools 


and equipment, they can 
produce first-class finished goods 


Although the troops are very poorly paid by western standards, a 
igid system has been introduced to msure that they get the small 
amounts due them. Another reform hes resulted in elimination of 


“paper armies.” ! The Chinese especially make a point of this 
The soldiers draw a generous ration of rice, but generally must us 
their own ingenuity to supplement their diet with other essential 
foods. Both officers and men spend much time raising vegetab! 
Health is another problem. One estimate placed the in dea nee of 
tuberculosis in the Army at 15-20 percent of the entire force. B 
no one knows, because there are no X-ray machines available (which 
means it is difficult, if not impossible, to arrest the ‘‘early”’ cases 
According to a recent Associated Press story from Taipeh, Gen- 
eralissimo Chiang Kai-shek told the AP that even after he got adequate 
military supplies he would need another 6 months ‘2 “start rolling 
American and Chinese on the island generally agree it will require 
that much time to build up the armed forces. 
Supplies and equipment, training, pay, diet, medical care—these 
factors are subject to correction with the help of United States 
material assistance, advice, and supervision But it will take more 
than that to create a good defensive force. It will also take efficient 


~ 





he phrase ‘‘paper armies"’ describes the practice of some mainland Army commanders who w 


tually commande They would pay their troops 


iraw pay for more troops tl 


urplus 
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organization and command. And that means, say many of our 
representatives, and some of the Chinese, that the army will have to 
be taken out of politics, and politics out of the army. 

A case in point is the system of political commissars. They are 
installed throughout the army. They occupy posts from top levels 
down to the company. They report not through the chain of com- 
mand, but directly to their political bosses. ‘They inform concerning 
such things as suspected inefficiency or disloyalty, and their reports 
can and do result in removal, transfer, or disciplinary action. 

The official Nationalist justification for political commissars is that 
they are necessary to ferret out—and stamp out—subversives in the 
army. On the other hand, one of the top officials of the Nationalist 
Government said that all ‘defectives’ have been “eliminated,” not 
just from the army, but from the entire island. Whether that is true 
or not, there is no doubt that the presence of the commissars— who 
mav number over 25,000—demoralizes army command. 

if our military and other representatives on Formosa decide that 
pornera commissars in the Army will—bvy sabotaging effective com- 
n and substantially undermine our military aid, and that the system 
should be abolished, they will come face to face with the major 
p arene m connected with our aid. The origin of the commissar system 
was s politic al, and its abolishment would likewise have to be political. 
‘To bring about such a change would require a determination, on our 
part, to go all the way in insisting—tactfully, but firmly—that 
conditions throughout the Government be such as to give the maxi- 
mum promise that our aid will produce the desired results. 

The present method of handling supplies for ground troops may be 
auisthas matter which will require United States interposition at the 
highest Chinese ruling levels. The highest troop commanders have 
knowledge of the supplies in the hands of their troops; but they do 
not know what replacement supplies may be made available, because 
the Army does not control the supply service. This system may 
account for the fact that the Chinese sometimes have difficulty in 
determining what equipment they do have. 


THE UNITED STATES ROLI 


Despite the imposition of rigid economic controls and an austere 
domestic economy the foreign-exchange position of the Chinese 
Government continues to deteriorate because of the necessity for the 
maintenance of the military establishment. The ECA has supplied 
a considerable proportion of the foreign-exchange requirements for 
needed imports related to the domestic economy. The problem, how- 
ever, cannot be solved by dealing with only a part of the economy. 
The entire problem requires consideration and effective action. It 
would seem that under the circumstances the United States is entitled 
to bear a hand in steering the course of the ship of state. To date 
there is a woeful lack of determination in this direction, and there is 
little evidence as to what extent the United States is prepared to 
speak up in any field except purely economic matters. 

ee commonly raised against our exerting influence too 
extensively in the affairs of the Government of the Republic of China 
run like die: 
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|. It would be an infringement on Chinese sovereignty 
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2. We would become ‘‘too involved,’’ would be assuming 
re sponsibility for an outcome we cannot control. 
3. The success or failure of the aid program depends on the 
Chinese themselves; we ‘‘cannot do it for them.”’ 
Replies to these objections generally included the following points: 


“Chinese sovereignty’’—there is no question we would be infringing 
on Chinese sovereignty by playing an aggressive role in the adminis- 
tration of our aid. The very giving and receiving of aid are major 


infringements on sovereignty. Under present conditions, neither we 
nor the Chinese can afford to indulge ourselves the luxury of Chinese 
sovereignty. Finally, more than a few of the Chinese themselves 
beg us to tell them what to do. 

“We would become too involved’’—-we become involved the minute 
we lend our assistance. To say that we should go no further than 
providing the funds is like contending that one can jump into the 
water without getting wet. If it’s worth extending aid at all, th 
it’s worth seeing that it is well used. 

“We cannot do it for them’’—of course we can’t. If they don’t 
have the will, the spirit, and the ability to use our aid to the maximum 
advantage, then let’s not begin a program at all. But we are betting 
that many, though not all, of the Chinese Nationalists do have those 
qualities. We want to help create the conditions most suitable for 
the application of their energies and talents. 

It is not evident that the United Stages has a plan for the political 
action on Formosa that would appear to be a necessary corollary of our 
military aid. It is clear, however, that perplexing political issues 
will arise, and that they will not selve themselves. If Congress 
believes that our military assistance should be accompanied by what- 
ever measures are necessary on our part to make that aid effective, 
an official expression to that effeet might stumulate formulation of a 
more definitive policy by the executive branch. 


ECONOMIC AID 


The United States on the whole is beating around in a wilderness of 
indecision as to “interference” in Nationalist Chinese “internal affairs.” 
But one United States agency has already blazed a trail in that diree- 
tion which others might find worth exploring. That agency is the 
Economic Cooperation Administration (ECA) 

The ECA mission to the Republic of China has been located on 
Formosa since November 1949, after its evacuation from the Chinese 
mainland (with the exception of a few employees left behind to salvage 
what they could of ECA goods which had arrived in China but had 
not been distributed). EC A-type aid has been available to the 
Republic of China, including its island province of Formosa, since 
April 3, 1948.22) Since December 1949, when the Nationalist Govern- 
ment moved to Formosa, ECA aid to China has been limited to that 
stronghold. 

Up to March 31, 1951, ECA had authorized a total of $75,699,000 
worth of goods for Formosa, and more than $47,000,000 had actually 
arrived there. Total funds available to ECA for assistance during 
fiscal 1951 total $98,000,000, and it is expected that Congress will be 


Public Law 472 (80th Cong.); Publie Law 47 (81st Cong.); Public Law 447 (Sist Cong Public Law 45 
Sist Cong Public Law 911 (SIst Cong 
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requested to “ppropriate a somewhat comparable sum for fiscal 1952. 
Part of that request will be labe ed “for military Support,” that is, 
for purchase of gasoline, construction of barracks. warehouses. roads, 
bridges, ete.. and for other activities necessary to implement the mili- 
farv aid program. 

Regardless of the labels pasted on the various parts of ECA aid 
the whole of it adds up to an operation in Support of our military aid, 
If the Nationalist armed forces were not on Formosa, and about toe 
receive large quantities of American military aid, tho island could 
get along without help. Rich and luxuriant. jt has not yet recovered 
from the effects of World War T] Nevertheless. it produces a surplus 
of sugar (its main *xport), rice, and other foods: has a small industria] 
plant, good harbors, an ebundence of electrie power (by Asiatie Stand- 
ards), and (ransportation facilities, Unlike many of the countries in 
the Far Eest. Formosa has been spared tho crippling effects of unrest 
and revolt. 

But approximately 70 Percent of the total revenue of the Govern. 
ment Now goes for military Purposes, The Government collects the 
equivalent of about $80,000,000 less than it spends, Its balance of 
Payments deficit for fiseal 1952 js estimated at $85,000,000. Until 
recently, it met part of this deficit by selling its gold reserves: but 
these have now declined to the danger point, and are considered 
untouchable if loss of confidence in the currency—and therefore infla- 
tion—is to be avoided. Tt would help if the Government could com- 
mandeer private Chinese holdings in other countries. Exact amount 
of these holdings is unknown, but is believed to be substantial. The 
Government States it has not found a Way of gaining access to these 
funds. in other sovereign countries. but that it would welcome advice 
as to how it could legally do so. 

The bulk of ECA aid has been for importation of commodities. 
principally fertilizer, raw cotton and cloth. foodstuffs. and petroleum 
Products. The next largest slice of ECA funds has gone into a pro- 
fram featuring maintenance of industria] facilities and development of 
chemical] fertilizer manufacturing and electric power. In this pro- 
cram, invaluable services bave been rendered by a United States 
management engineering firm which has a long-term ECA-financed 
contract with the Chinese Government. 

What ECA has Provided is not so important. however, as the Way in 
Which it has provided it. Under the leadership of its mission chief, 
Dr. Raymond T. Moyer, ECA has not hesitated to exert its con- 
siderable influence to bring about economic reforms or innovations. 
[t has had a hand, sometimes large, sometimes small. in the Setting up 
of a national budget, revision of the tax structure to increase revenues, 
Institution of “more austere import program, and creation of an 
economic stabilization board. ECA Officials participate actively, 
though unofficially, in day-to-day decisions concerning such matters 
as banking and currency, individual] applications for foreign exchange, 
and over-all national economic planning, 

Admittedly, implementation of these decisions js facilitated by 
rovernment Ownership or contro] of almost every significant economic 
activity: banks. railroads, electric power, large sugar Dlantations, 
major industrial installations. communications. The Government 
controls credit. Imports, exports, and production. Thus, once ECA 
has hurdled the barrier of Government consent, it has a relatively 
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clear course, devoid of the obstacles of independent labor or inde- 
pendent management, to its goal. 

Tact and good working relationships (assiduously cultivated) with 
their opposite numbers in the Government have also been important 
factors behind the suecess of ECA officials in obtaining agreement as 
to what should be done and what should be left undone. Finally, 
and most importantly, their operations have not penetrated deep 
enough to strike any especially sensitive political nerves. So far, 
ECA has been able to convince the patient that the treatment recom- 
mended will restore him to health. The realization that it may not 
always be able to do so is one reason why mzeny ECA officials are 
among those who hope the United Siates will pursue a policy of 
prescribing the medicines as long as it is paving the bills. 

A bill about which the United States can have no regrets is the one 
for betterment of rural conditions on Formosa. ECA’s participation 
in this program consists primarily of contribution of funds (a total 
$4,328,000 in dollars and counterpart funds through March 31 of 
th vear, covering a period of almost 18 months). Operation of the 
program is under the Jomt Commission for Rural Reconstruction 
(JCRR). 

Under terms of congressional legislation and a Chinese-American 
agreement, the JCRR is directed by three persons appointed by the 
President of China and two by the President of the United State 
The current ‘Chairman of the Commission is Chinese. Essentially, 
the JCRR is a catalytic agency, providing funds and the experience 
and knowle dge of its dedicated personne ‘| to stimulate other groups 
from small farmers’ organizations to departments of the Government 
to carry out projects such as development of rural public-health serv- 
ice, control of hog cholera, multiplication and distribution of im- 
proved seeds of rice. Significantly, many of the projects are carried 
on long after JCRR has bowed out of the picture. 

According to ECA, ‘“‘a very large majority of all farm households 
on Taiwan (Formosa) have received benefits from at least one’ JCRR 
project. Impartial observers on Formosa were almost unanimous in 
their praise of JCRR; and its Chairman was probably not far wrong 
when he said that its big job now is to live up to its reputation. 


GENERAL CONDITIONS 


Reputation is also a matter of concern to the Nationalist Govern- 
ment and, according to many observers on Formosa, it is taking firm 
steps to earn itself a better one. 

Perhaps its most important move in this direction was the reduction 
of land rents from 50 to 37.5 percent of tenant farmers’ crops. Basic 
terms of tenant-landlord contracts were specified and vigorous efforts 
were made to inform the tenant of his rights and of his opportunities 
for redress of grievances. These actions by no means solved all the 
problems of the farmer, whose lot is still a hard one, but they served 
to broadcast his Government’s interest in him. Further action, such 
as provision of adequate rural credit, would do much to keep the people 
tuned in on the Government’s wave length. 

The holding of elections has been another advance. Those who 
studied them most closely say that, with unfortunate exceptions, they 
were free and honest elections. They were held in counties and cities, 
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and the fact that in many cases they were allowed to elect independent 
over Kuomintang candidates made a baat impression on For- 
mosans, who were accustomed to the Japanese single-slate system. 

Despite the elections, and the fact that Formosans hold most of the 
seats in the nominal ruling body of the island, control of the Govern- 
ment of the Republic of China still resides in one party, the Kuomin- 
tang, although other parties are allowed. 

Significant progress has been made, our observers reported, in 
regularizing procedures relating to arrest and trial. There is a certain 
amount of freedom of speech. The secret-police force continues to 
operate efficiently. 

Most avenues of advancement in government, business, or the 
professions are closed to Formosans. For one thing, there is a 
language barrier between Formosans and most of the mainland 
Chinese, neither understanding, the other’s dialect. Formosan mem- 
ory of Nationalist misrule in the early vears after the war is still 
sharp, and it will undoubtedly be many vears before a genuine 
rapprochement between the two groups is possible. 


SUMMARY 


The question of whether it is in the interests of the United States 
to give substantial aid to the Republic of China is not within the scope 
of this report, because the answer must be based on considerations m 
addition to that of conditions on Formosa. With that qualification, 
however, it is worth noting that all Americans on the island who 
expressed an opinion on the subject approved of the proposed pro- 
orams of assistance. 

As the report points out, many of them cautioned against the mere 
provision of funds and equipment. They recomme ‘nded aggressive 
United States administration of the aid, to whatever extent may be 
necessary to insure that the United States taxpayer gets what he is 
paving for. They acknowledged the risks of such involvement; but 
contended that the probs able consequences of noninterference leave us 
no alternative as to which policy to adopt. Finally, they were not 

-ware of anv rounded, definitive United States policy, one way or the 
ake r. If one does exist, they ought to know about it. 

The fact that the Chinese Government on Formosa has serious 
shortcomings does not vitiate our objective of a strong Chinese military 
force on Formosa, and of a healthy economy to sustain that force. 
The worst thing America could do, sav our representatives in the field, 
would be to blind itself to the faults that must be corrected if our aid 
programs are to work. They point out that, in the Far East, not all 
of these faults are the monopoly of the Republic of China; that the 
Nationalists realize that this is their last chance; that the reforms 
they have introduced, while insufficient, are encouraging; that many 
highly regarded, highly placed Chinese would welcome the application 
of United States influence. These and other facts, say Americans on 
Formosa, point to the prospect that United States aid will be effective. 





